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MORTGAGE GUARANTEE INSURANCE 

(Sec. 2 of the bill and secs. 331(c)(22), and 332 of 
the code, and sec. 26 of the Second Liberty Bond 
Act) 

This amendment provides a deduction for income tax 
purposes for additions to a reserve for mortgage guarantee 
insurance losses of up to 50 percent of premiums earned 
during the year. In addition, the amount added to the 
reserve must be restored to income at the close of ten 
years. The deduction is not allowed, however, unless the 
company purchases a special issue of "tax and loss" Federal 
Government bonds in the amount of the tax benefit of the 
deduction. These bonds are to be noninterest bearing, non
transferable, and redeemable only when the amounts added to 
the reserve are restored to income. The bonds be used 
to pay the income tax that results from the restoration to 
income of the amounts in the reserve. This provision, as 
amended on tl:e Senate floor, applies only to taxable years 
beginning in 1967 and ending before 1960. The bill, as 
reported by the Senate Finance Committee, would have applied 
to all taxable years ending after 1966. 

The arr.endment also provides special rules for additions 
made prior to 1967 reserves for mortgage guarantee insur
ance losses. Tax and loss bonds are not required for these 
past years, but the additions to reserves made prior to 1967 
must be included in income at the end of ten years following 
the year for which the addition was made. In addition, 
any losses incurred for taxable years beginning after 1966 
to the extent that they exceed 35 percent of earned premiums 
for the yeRr are to be to the pre-1967 reserve rather 
than against current income. 

UNFUND!!;n PLANS OF Er:UCATION.4L P.ND OTHER TAX
EXEMPT ORGANIZATIONS 

(Sec. 3 of the bill and secs. 101, 2039 and 
2517 of the code) 

I 
Tax exemption with respect to unfunded plans.--This 

amendment extends special income estate and gift tax treat
ment to employees of universities and other organizations 
exempt from tax under section 501(c)(3) or State or local 
educational institutions with respect to unfunded pension 
plans of the organizations. This special tax treatment is 
the same as currently provided with respect to annuity 
contracts purchased by these employers for their employees. 
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In the case of the income tax change, up to of 
payments made upon the employees death may be treated as 
nontaxable even though the employee before death had a 
vested right to the amount if the amount was received within 
one year by reason of his death. For purposes of the estate 
tax, the value of the benefits under the plan is not included 
in the gross estate to the extent attributable to the 
employer's contributions. In the case of the gift tax 
the exercise of an option by the employee converting 
individual annuity into a joint and survivor annuity is 
not treated as a transfer subject to the gift tax to the 
extent of the value attributable to the employer's contri
bution. 

This special tax treatment is provided only (1) with 
respect to retirement plans under which no amount is set 
aside to fund the benefits, (2) with respect to which the 
employee had the option to come under a comparable retirement 
plan funded by an annuity contract, and (3) with respect to 
which the Secretary of the Treasury has determined that the 
absence of funding does not materially jeopardize the ultioate 
payment of the benefits. 

This provision applies to taxable years beginning after 
December 31, 1966, insofar as it relates to the income tax, 
to decedents dying after December 31, 1966, for estate tax 
purposes, and to transfers made after 1966 for gift tax 
purposes. 

Revision in method of computing 20 percent limitation.-
This amendment also modifies the exclusion allowance of 
present law used to determine amounts excludible from the 
income of an employee (of an educational institution and 
tax-exempt section 501(c)(3) organizations) under an annuity 
plan of an employer. In general, present law limits the 
amount excludible by an employee of these organizations 
under these special annuity plans to 20 percent of the 
employee's compensation on a cumulative basis. The amendment 

that the value of all retirement benefits provided 
by the employer forfeitable and nonforfeitable, funded and 
unfunded which were not includible in the gross income of 
the employee for any prior year be tal{en into account. This 
provision applies to taxable years beginning after December 31, 
1967. 
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that to the extent contributions to capital were made after 
December 31, 1957, the amount contributed is to be subject 
to the phase III tax upon the spin-off. The amendment 
applies to distributions made after December 31, 1966. 

CARRYBACIC AND CARRYFO;:{WAl1D PERIOD 
FOR NET OPERATING LOSSES IN CERTAIN 
CASES 

(Sec. 6 of the bill and sec. 172 of the code) 

Under present law, a corporation may carry its net 
operating losses back three years and then forward five 
years. A Senate floor amendment (by Senator Nelson) reverses 
this in specified situations to permit net operating losses 
to be carried baclc five years and forward three. This 
special rule will apply only if--

(1) the taxpayer's loss for the taxable year 
exceeds the sum of the taxable income for the three 
preceding taxable years, 

(2) the taxpayer's total net operating loss for 
the taxable year and for the preceding taxable year 
exceeds 15 percent of all its money and property (taking 
property into account at its adjusted basis for deter
mining gain), 

(3) the total unadjusted b2sis of business property 
acquired during the 5-year period ending on the last 
day of the loss year is greater th~n the total of the 
unadjusted basis of the business property owned on the 
first day of such 5-year period, and 

(~) the taxpayer derives 50 percent or more of 
its gross receipts from the manufacturer of a single 
class of products and three or fewer U. S. persons 
(other than the taxpayer) manufacture in the United 
States more than 85 percent of all units within such 
class in the calendar year ending in or with the 
taxable year of the loss. 

The amendment applies to net operating losses sustained in 
taxable years ending after December 31, 1966. 


